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Most people hate to buy new vehicles, even though they should enjoy the opportunity to drive new cars and SUVs. They find the haggling process distasteful, and they never know whether dealers are treating them fairly. Car dealers always make money from their sales transactions, because they know the one thing most buyers don’t – what they actually paid for the vehicles being sold. How can prospective purchasers enhance their buying experiences? First, by not selecting only one specific vehicle to buy. If someone absolutely has to have a Chevrolet Corvette or a particular Mercedes sedan, their negotiating power will be limited. On the other hand, if buyers would seriously consider a Honda Accord, a Toyota Camry, or a Ford Taurus, they would gain bargaining power because of their willingness to deal with other sellers if particular dealers do not propose beneficial prices. 

Vehicle buyers must prepare for the multi-step bargaining process dealers use to obtain one-sided terms from unsuspecting purchasers. If you do your homework and allow the negotiation process to unfold slowly, you can save significant sums of money. This article will discuss the different stages you will encounter.

I.  DETERMINE THE TRUE DEALER COST


Once you have decided which vehicles to consider, you must determine the actual dealer cost for those cars or SUVs. Dealers almost never provide buyers with this information. They try to focus on the inflated Manufacturer’s Suggested Retail Prices (MSRPs) set forth on the side windows of vehicles. They know that if they can anchor these figures in buyers’ minds, they can usually induce purchasers to pay more than they should. During sale periods, dealers will occasionally display “dealer invoices” that indicate what the dealers paid for the vehicles. If these documents were in libraries, they would go in the Fiction Room, because they don’t reflect true dealer cost. They omit the 2-5 percent dealer hold-back that dealers get if they sell the vehicles within a specified time period, and they do not include manufacturer-to-dealer rebates and incentives that are almost always hundreds of dollars and occasionally thousands of dollars. Whenever dealers offer to share the invoice with you, hold on to your wallet, since you are about to be taken in a big way.

Since manufacture-to-dealer incentives are usually determined by monthly sales figures, the end of the month is generally the optimal time to purchase a vehicle. Dealers hope to increase their manufacturer incentives by maximizing monthly sales, and tend to provide more generous prices during the last few days of each month. If you plan to keep your vehicle for a number of years, you may also wish to purchase a vehicle at the end of the current model year. As new models are being shipped to dealers, year old models depreciate and dealers must lower the prices of these vehicles to move them off their lots.

How can you determine the true dealer cost for the vehicles you are contemplating? The Internet provides prospective vehicle buyers with relatively accurate dealer cost information. If you go to www.edmunds.com or www.kbb.com, you can get a good approximation of actual dealer cost including the hold-back, rebates, and incentives. These sites also indicate the cost you should expect to pay for the vehicles you are considering. For a fee of $12, the Consumer Reports New Car Price Service [(800) 933-5555] will provide similar information.

II.  VEHICLE NEGOTIATION:  ROUND ONE

Once you have determined the true dealer cost for the vehicle you are considering, you must prepare to negotiate. The salesperson will almost always point to the MSRP and try to induce you to try to talk him/her down from that inflated figure. This practice is known as “anchoring” as the dealer tries to imprint this price in your mind. They emphasize how much you will “save” when they give you the vehicle for a lower price. Ignore that number, and begin with an offer near the true dealer cost you have already ascertained. Although the salesperson will look pained by your “unconscionably low” offer, you should appreciate the fact that dealers will usually sell high-volume vehicles for $250-$350 over cost and lower volume specialty vehicles for slightly higher margins. 

A good way to determine the lowest price dealers are likely to accept is to review the come-on vehicle ads in your local newspaper which list only one or two vehicles for sale at this rock-bottom price. When you begin your negotiations, point to these advertised prices and offer to pay somewhere between actual dealer cost and the list price for added options you wish to obtain. This information is also available from www.edmunds.com and www.kbb.com.  Don’t hesitate to show salespeople ads from other area dealers and suggest your willingness to buy elsewhere if they don’t match these advertised prices. Remember that option prices are negotiable, and don’t hesitate to haggle over the price of each add-on.

III.  VEHICLE NEGOTIATING: ROUND TWO

As soon as the salesperson gets your commitment to a specific price, the real bargaining games begin. He/she will begin to write up a sales contract, then disappear to talk with the “sales manager.” After a few minutes, the salesperson will reappear with a long face. He/she will indicate that the “sales manager” found a significant error which resulted in a price below their actual cost. You begin to feel sorry for the embarrassed salesperson, and quickly agree to pay several hundred dollars more so the salesperson will not lose his/her job. Don’t allow this use of Limited Authority combined with the Nibble Technique (where a seller demands post-agreement price increases from a person already psychologically committed to the deal) to fleece you. Simply indicate your willingness to pay the previously agreed upon price and nothing further. If you are lucky, the salesperson may accept your position. If not, he/she will negotiate a price somewhere between that figure and the extra price he/she is demanding.

After this matter has been resolved, the salesperson will write up the final deal on a prepared form listing extra costs that were never discussed for such things as vehicle transportation, dealer prep, and a “processing fee.” Although you may reasonably be expected to pay the transportation cost which the dealer has paid, the other two charges represent pure dealer profit and are usually negotiable. Most dealers perform minimal services on new vehicles, and their $100-$200 “processing fee” should have been reflected in the amount you previously agreed to pay for the vehicle. If you are lucky, you may be able to delete these charges. At a minimum, you should work hard to eliminate one and reduce the other. By listing them on the pre-printed sales contract, dealers hope buyers will accept them without question, and most actually do so to their disadvantage.

IV. VEHICLE NEGOTIATING: ROUND THREE

Only after you have agreed upon the final price you will pay for a vehicle should you mention any trade-in you may have. If the salesperson knows that you have a trade-in when you are discussing vehicle price, he/she is likely to inflate that cost so he/she can look generous with respect to your trade-in. By negotiating the final vehicle cost before raising the trade-in issue, you can determine what the dealer is really giving you for your trade-in. If you have a late model vehicle of a make sold by this dealer, they may offer you low retail value. You can easily ascertain this figure through www.autotrader.com which lists several million used vehicles for sale. If your vehicle is older or of another brand, they will plan to sell it through an automobile wholesale service and only offer you the wholesale value. If you review ads for similar vehicles in your local newspaper and think you can get significantly more than you are being offered in trade, you may wish to sell the vehicle yourself. You have to decide whether this effort is worth the extra amount of money you are likely to obtain if you sell the vehicle on your own.

V.  VEHICLE NEGOTIATING: ROUND FOUR

After you have negotiated the final terms for the purchase of your vehicle, you may relax and think the deal is done. If you are contemplating dealer financing for your purchase, your assumption regarding the end of the bargaining process will be sadly mistaken. Most dealers make substantial profits through their own finance departments or through the sharing of finance charges with loan companies to whom they refer customers. Dealers generally charge customers well above the prime rate for vehicle loans. Even if the prime rate is five or six percent, they may charge ten, twelve, or fourteen percent, providing them with a tidy profit.

Many customers are drawn to particular dealers by advertisements that indicate either zero percent or low interest rate financing. When they get to the finance department at the end of their vehicle negotiation, they find that only Bill Gates and Donald Trump would qualify for the advertised rates. The dealer uses the bait-and-switch approach to induce customers to agree to interest rates well above the advertised rates. Unscrupulous dealers will even quote moderate interest rates, and have customers sign loan agreements providing for rates several percent higher. Before you sign any loan agreement, you should be certain the APR (annual percentage rate) is what you think you will be charged. If you don’t see any APR listed, demand a written document containing this critical information. Federal truth-in-lending laws require parties engaged in commercial loan activities to provide customers with this information.

Vehicle buyers must also be careful to focus not only on the proposed interest rates, but also the number of months over which their payments will have to be made. When a dealer tells a customer that they will have to pay $350 per month and the customer says this would be too high, the dealer may offer to reduce the monthly amount to $295. The customer feels comfortable with this figure and agrees to the loan. What the customer may not realize is that the $350 per month figure was based upon a sixty month payment schedule, while the $295 figure is based upon a seventy-two month schedule. Under the first arrangement, the customer would pay a total of $21,000 ($350 x 60 months), while under the second arrangement the customer will pay a total of $21,240 ($295 x 72 months). You should thus be careful when different monthly payments are being discussed to focus on the total of months for which payments will be due. Never be embarrassed to take a calculator with you to the dealer, so you can actually multiply the monthly payments by the number of months covered to be sure you appreciate the total amount you will have to pay the dealer.

Whenever you think dealers will refuse to provide you with the advertised interest rates, you should consider alternative financing. What rate would you have to pay for a vehicle loan if you borrowed the money from your credit union or a local bank? You may be able to get a loan from one of these agencies for one-half of what the dealer is going to charge you. This could save you several thousand dollars over the term of the loan. If you obtain this information before you actually purchase the vehicle, you can use it when you negotiate the loan terms with the dealer finance department. If their rate appears high, let them know the better rate you can get elsewhere. If they refuse to give you as good a rate, sign the vehicle purchase agreement, but get your loan from the credit union or your bank.

VI.  VEHICLE NEGOTIATING: ROUND FIVE

Once you have negotiated the vehicle price and trade-in value – and have signed the purchase contract and loan agreement, if any – a few unscrupulous dealers may try one last bargaining ploy to obtain additional profit. When you return to the dealer with your current vehicle to pick up your new vehicle, the salesperson will look at your old vehicle and “discover” some scratches or dings they had not previously noticed. They will suggest that these must have occurred after they evaluated your trade-in and suggest that the trade-in figure will have to be reduced by several hundred dollars to reflect these “changes.” Unsophisticated buyers who are psychologically committed to the vehicle they have purchased often succumb to this tactic and agree to pay more for that vehicle. If this ploy is tried on you, unequivocally state that the scratches and dings noted were there when the trade-in was originally evaluated, and suggest possible legal action of the dealer doesn’t honor the agreed upon contract price. Dealers who employ this deceitful tactic will usually give in to someone threatening legal action and forego any price increase.

VII.  CONCLUSION

If you appreciate the multi-step negotiation process you will have to go through to obtain an optimal vehicle purchase price and are carefully prepared for each, you should be able to save hundreds of dollars when you buy your next vehicle. If you hate to negotiate, ask a friend who does not mind the bargaining process to accompany you and act as your agent. The two of you working together should be able to achieve beneficial terms.
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